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Advocacy Followup
It is hardly ever possible to establish a direct cause and
effect relationship between an advocacy position at a given
point of time and the issue’s ultimate resolution. Never
theless, PCPS members will probably get some satisfaction
from two recent developments on which the section had
commented earlier.
EDUCATIONAL MATERIALS EXCHANGE

The CPE Division has traditionally permitted
“EDMAX” participants to withdraw one hour of CPE
materials from its library for every hour’s material it
contributed. In June 1980 PCPS Chairman Robert A.
Mellin asked EDMAX Chairman William E. Kuntz to
consider changing the rules to make it easier for smaller
firms to participate, or for new EDMAX members to get
more immediate benefits. Several months ago the CPE
Division announced that it had done so. It will now permit
firms or associations to withdraw 24 hours of materials
during its first year of participation provided it contributes
just 8 hours by the end of the second year.*
SECTION 385 REGULATIONS

In March 1981 Technical Issues Committee Chair
man Sandra A. Suran wrote Federal Taxation Division
Chairman William L. Raby about the Section 385 debt/
equity regulations, which the IRS issued in late December.
Ms. Suran applauded the Division’s success in obtaining
improvements over the regulations that the IRS initially
proposed in March of 1980, but pointed to several remain
ing problems. One of these was the May 1 effective date—
“a time period of four months between publication and
implementation does not leave sufficient time for us . . .
to help our clients plan accordingly.” The TIC also
commented on several technical aspects of the
regulations.

The April 27 CPA Letter reported that the IRS
postponed the effective date of the new regulations until
December 31. There were also indications that the IRS
would probably reevaluate the regulations, and may modify
some of their objectionable provisions.
□
*Another benefit of EDMAX participation is the opportunity to
attend the program’s semi-annual conference for an update on
training techniques and developments and a chance to compare
notes with training directors of firms of all sizes, and of
associations of firms. For details contact Rex B. Cruse, Jr.,
Managing Director-CPE, at the AICPA.

TIC’s “Sunset Review” Under Way;
Completion In 1981 Is Planned
Since its first meeting in early 1980 the Technical Issues
Committee has concentrated primarily on issues that were
already under consideration by standard-setting bodies.
The TIC submits comments on those issues whenever it
seems that the special insights of CPAs who serve mostly
private companies would be helpful. In addition, the
Committee agreed early this year to undertake a major
project to review existing accounting standards as they
apply to smaller clients. The project has come to be called
a “sunset review” of accounting standards.
The committee has developed two comprehensive
lists of accounting standards — one of disclosure require
ments and another of measurement principles. It is now
evaluating each item on these lists to identify—
• Requirements that in the committee’s view should
not be imposed on most private companies; and
• Requirements whose application to private
companies should be studied closely because of
the burdens they impose.
At the outset it was not clear to whom the results of
the study would ultimately be reported. However, word of
the study reached the FASB, a representative of which
wrote TIC Chairman Sandra A. Suran that “it would be a
great help to us here at the Board to share in your
committee’s results and we would appreciate receiving
them when the work is complete.”
Subsequently the AICPA announced the formation of
a Special Committee To Study Accounting Standards
Overload—-and to consider means of relief from standards
that are not cost-effective, particularly for small, closelyheld businesses. (See the May 11 CPA Letter.) This
committee is chaired by Stanley J. Scott of Dallas, whose
firm merged two years ago with Arthur Young & Company.
Mr. Scott was the first chairman of the Accounting
Standards Executive Committee and is a past chairman
of the Institute.
As a consequence the results of the TIC’s sunset
review will be reported to at least three important bodies
— the Financial Accounting Standards Board, the new
Special Committee, and the Accounting Standards Execu
tive Committee. According to Ms. Suran, the Committee
hopes to complete the study before the end of 1981.
□

PCPS Conference Schedule

In response to a number of requests, here for your
planning purposes are the dates and locations of the next
four Conferences:
April 25-27,1982—San Francisco
May 1-3,1983—New York
May 6-8,1984—Denver
Late April or early May, 1985—Phoenix
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Member Forums Spark Annual Conference
An innovative feature of the 1981 PCPS Conference was
the five concurrent member forums, each moderated by
representatives of the three PCPS committees. The
announced purpose of the forums was to give each Con
ference registrant an opportunity to present his views and
recommendations on what the PCPS is doing or should be
doing, and to consider the views of others. There were no
fixed agendas and no prepared remarks. The committee
representatives were there to listen, so that throughout the
year they could use what they heard in their committees’
deliberations. In addition they responded to questions
about their committees’ operations.
Clinton J. Romig of the PCPS Peer Review Committee discus
sing review procedures. Committee Chairman Morris I.
Hollander is in the foreground .

Members of the Technical Issues, Executive and Peer Review
Committees listen intently to a comment from a Member Forum
participant.

The 400 registrants were assigned to meeting rooms
on the basis of firm size. (Plenary session seating assign
ments were on a similar basis to facilitate small group
roundtable discussion.) No subjects were assigned, and
none were off limits. The forums were scheduled for 90
minutes starting at 10:30, but some continued into the
lunch hour. Immediately after the forums, moderators
from each meeting room met to compare notes. Then W.
Thomas Cooper, one of the moderators, presented a brief
summary to the full Conference.
Peer review was easily the post popular topic. The
larger member firms were particularly concerned about
cost. Among firms with eleven to twenty professionals the
emphasis was on the steps to take to assure a “clean”
report. Most of the smallest firms, those with one to four
professionals, seemed to be looking forward to their
reviews without major apprehensions.
A number of questions were raised about the
“inspection” requirement and its relationship to peer
review. This was the subject of an article in the October
1980 PCPS Reporter, entitled “Inspection Should Precede
Peer Review.”

There was considerable discussion, but not necessarily
agreement, on four technical issues:
• The MAS Division’s exposure draft, Definitions
and Standards for MAS Practice. (Deadline for
comments — July 31.)
• The Professional Ethics Division’s proposed
Interpretation 502-4—Self Designation as Expert
or Specialist.
• Independence — its definition and its applicability
to compilations and reviews.
• Computer-prepared financial statements, and the
requirement that they be accompanied by at least
a compilation report.

AICPA President Philip B. Chenok presents a progress report
on implementing the recommendations of the Special
Committee on Small and Medium-Sized Firms.

A more general topic that surfaced at several of the
forums was what (if anything) the PCPS should be doing
to familiarize the financial community with the significance
of a CPA firm’s being a member of the section. Some of
those present outlined the steps they were taking to
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"merchandise” their individual memberships and their
peer review reports. It was pointed out that the Executive
Committee had once considered an aggressive advertising
campaign along these general lines, but rejected the idea
as being potentially divisive. Representatives of the
Committee agreed to reconsider undertaking this type of
activity. Subsequently the Committee concluded that even
if a paid advertising campaign would be desirable it would
be premature until a directory of member firms is avail
able. Members of the Committee agreed to develop
suggestions as to steps individual firms can take to
familiarize their communities with the significance of
PCPS membership.
Some forum participants asked how they could
communicate with PCPS committees. To reach the PCPS
Executive, Peer Review or Technical Issues Committee,
write to the committee in care of the Director, Private
Companies Practice Section, at the AICPA.
□

AICPA Vice Chairman George D. Anderson addressing the
1981 PCPS Conference.

Arrangements Completed for Direct
FASB Access
Ever since the Financial Accounting Standards Board
started operations in July 1973, the Accounting Standards
Executive Committee has been the AICPA’s official—and
sole—spokesman to the FASB. While Council gave the
PCPS a clear advocacy mission, this was interpreted to
mean advocacy within the Institute whenever accounting
standards were involved. The PCPS could urge AcSEC to
adopt its views but could not contact the FASB directly.
In October 1980 the Special Committee on Small and
Medium Sized Firms recommended that: ‘‘A procedure
should be developed whereby PCPS positions on account
ing standards could be required to be transmitted by
AcSEC to FASB in circumstances under which a

substantial majority of the PCPS Executive Committee
requests it, even though AcSEC may have taken a different
position.” This recommendation was discussed separately
by the two executive committees and then jointly by their
chairmen. All concerned were sensitive both to the need to
preserve AcSEC’s role as the profession’s senior spokes
man on accounting standards and to the importance of
PCPS’s advocacy role. And the PCPS was generally
satisfied with how AcSEC has been discharging its
responsibilities; there has been only one instance of specific
disagreement on an FASB matter.
In this environment it was not difficult for the two
committees to agree on an appropriate procedure.
Reporting the agreement in a recent letter to AICPA
President Philip B. Chenok, AcSEC Chairman Dennis R.
Beresford emphasized AcSEC’s eagerness for PCPS input,
and its conviction that in most instances the PCPS will find
it unnecessary for its own position to be forwarded
separately to the FASB. “Nevertheless,” Mr. Beresford
continued, “if, after PCPS representatives have discussed
the matter with AcSEC representatives (preferably at an
AcSEC meeting), ‘a substantial majority of the PCPS
Executive Committee requests it,’ AcSEC will send the
PCPS’s views to the FASB as an attachment to AcSEC’s
letter. AcSEC expects that the PCPS will explain in the
attachment why its views differ from AcSEC’s.
“I have discussed these procedures with Francis
Humphries, Chairman of the PCPS, who agrees with the
approach.”
Until these arrangements were concluded, the PCPS
usually had to convince AcSEC that a PCPS position was
appropriate in order for that position to be reported to the
FASB. It then had to be reported as AcSEC’s own position
rather than that of the PCPS. The PCPS could communi
cate directly with the FASB only at the Board’s specific
request, as will be done on the Technical Issues Commit
tee’s “sunset review’ of accounting standards (see
accompanying article).
Commenting on the change, PCPS Chairman
Humphries stated: “It’s nice to know we can speak out
when we think we have to — but I certainly hope we won’t
have to very often!”
□

Address Changes
When your firm changes its name or principal address, be
sure to notify the Division for CPA Firms directly, even if
you also notify the Institute’s Membership Records
Department. That Department’s records are maintained
by individual, not by firm.
An individual’s address change can represent the
opening of a new office or a change in employment, and
will therefore not automatically be posted to the
Division’s records.
□
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TIC Sees Problems In Proposed MAS
Standards; Specialty Designations
At its April meeting, the Technical Issues Committee
resumed its detailed consideration of the MAS Division’s
proposed Definitions and Standards for MAS Practice.
The TIC continues to believe that many consultations—
such as those conducted in a single phone call—are
incompatible with what it considers engagement-oriented
standards such as planning and supervision, sufficient
relevant data and due professional care. The TIC urged
the MAS Division not to impose the standards on MAS
consultations until the division can provide specific
guidance concerning the application of the standards to
informal advice.
In presenting its recommendations to the MAS
Division, the TIC quoted a 1979 PCPS letter, issued
before the TIC existed, which stated in part that “we
believe that, in the simplest of terms, it would be disas
trous — or at best, futile — to attempt to impose [the
MAS standards] on informal advice and unstructured
consultations.” The TIC also urged a number of other
improvements in the proposed standards.
The TIC also expressed serious concern about the
Professional Ethics Division’s proposed revision of
Interpretation 502-4—Self-Designation as Expert or
Specialist. A few days later the Executive Committee also
considered this proposal.
Shortly before the committees met TIC member
Steven N. Fischer had discussed the proposal with Herbert
A. Finkston, Director of AICPA’s Professional Ethics
Division. Mr. Fischer described to the TIC the Division’s
concern about its difficulties in enforcing the current
prohibition on self-designation, and the possible legal
problems that could result. The TIC nevertheless objected
to lifting the current prohibition, but it also developed
alternative recommendations in case some changes were
deemed necessary. These included specifying just which
specialties members could claim, and requiring appropriate
disclosure if a specialist or expert is not assigned to a
firm’s local office.
Rather than conveying these recommendations
directly to the Professional Ethics Division, TIC represen
tatives discussed them with the PCPS Executive Committee.
That Committee was particularly concerned about the
limited exposure accorded to the proposal to rescind the
prohibition against claiming to be an expert or specialist.
Pointing out that this is a particularly important issue to
many Institute members, the Committee recommended
that the proposal be exposed at least to all practice units,
and that the comment period be extended. “Regardless of
the question's ultimate solution,” the letter to the Profes

PCPS Reporter
sional Ethics Division pointed out, “our profession’s best
interests require maximum openness and discussion before
this type of change is made.”
Less than two weeks later, these issues and related
ones were discussed thoroughly by the AICPA’s Council.
The Professional Ethics Division has received a consider
able amount of input from a variety of sources. Its final
resolution of the problem is not yet clear.
□

Quality Control A/V Presentation
Available From PICPA
The Pennsylvania Institute of CPAs, in cooperation with
the New Jersey Society of CPAs, has produced an audio
visual slide presentation entitled “Who Audits the
Auditors?” Its purpose is to acquaint users of CPA
services and of financial statements with what they should
expect from CPAs and what they should look for to be
reasonably sure they are getting quality service. The
eight-minute slide presentation is suitable for use in a
public service program for professional groups that are
important to CPAs, such as bankers, attorneys, and small
businesspersons. It is also suitable for meetings of CPAs,
either by itself or in conjunction with a related two-hour
CPE course on “Practical Quality Control Considerations
for Local Firms and Sole Practitioners.”
Members of the Peer Review and Executive Commit
tees viewed the slide presentation at their June meetings.
They were very favorably impressed with its quality, its
effectiveness, and the favorable image it projects of the
PCPS.
The committees suggest that member firms and other
CPA groups consider buying or using the slide presentation
and the CPE course. Details are available from Ms. Pat
Walker, at the Pennsylvania Institute of CPAs, 1100 Lewis
Tower Building, Philadelphia, Pa. 19102; (215) 7352635.
□

Organizational Notes
At their June meetings the Peer Review and Executive
Committees adopted the following policy statement:
A firm that joins the Private Companies Practice Section
is required to have its review within three years from the date
it joins the Section (or from July 1, 1979, if the firm joined
before then). This date is not changed if a firm resigns and
then rejoins. Accordingly, a firm that rejoins the Section will
have to schedule its peer review for a date that is consistent
with this concept and acceptable to the Peer Review
Committee before its application will be accepted.
The Executive Committee also designated Francis
A. Humphries, Morris I. Hollander and Sandra A. Suran

to continue through October 1982 as chairmen, respec
tively, of the Executive, Peer Review and Technical
Issues Committees.
□
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PCPS Reporter
Peer Reviews Conducted By PCPS Committee-Appointed Review Teams
Cost Summary—July 1980 to May 1981
Average Cost

Firm Description

Sole Practitioner, No
Professional Staff
2-5 Professionals:
1 Partner
2 or More Partners
6-10 Professionals
1 1-20 Professionals
Over 20 Professionals

Average
Number
Number of
of Firms Professionals

Cost Per Review
Low

Average

Median

High

Per
Professional

Per
A&A Hour

5

1

$ 629

$1119

$ 927

$ 1998

$1 1 19

$1.44

8
10
21
8
9

4
4
8
13
30

990
1 174
1768
2168
3861

1802
2173
3482
4578
6230

1952
1974
3275
4707
5495

2627
3868
7946
6053
10104

465
505
438
349
209

.42
.52
.40
.42
.22

61

10

$ 335

$ .34

Notes:

Cost includes reviewers’ time charges, AICPA’s 10% administrative fee, and reviewers’expenses.
The 61 reviews include all those conducted by committee-appointed review teams except for two for which the costs
were not fully processed at the time of compilation.
3. Hourly billing rates for these reviews were $45 for team captains and $35 for other team members. Rates were
increased effective in mid-1981. For reviews of firms with less than 20 professionals and no SEC clients the new rates
are $55 for team captains, $45 for team members who are partners or proprietors, and $35 for other team members.
For firms with 20 or more professionals and all firms with SEC clients the rates are $10 higher in each classification.
4. PCPS member firms normally incur these costs once every three years.

1.
2.

PRC Questions Proposed Role as Enforcer
One of the recommendations of the Special Committee on
Small and Medium Sized Firms was that the Institute
develop a program for submission of information that on
its surface might indicate a firm’s inability to adhere to
appropriate standards. The information would be made
available to peer reviewers so they could determine
whether there had been an actual adverse effect on quality,
but would not be used for disciplinary purposes. The
accompanying text indicated that the program was intended
in part to guard against practice development policies that
are unfair and that are likely to have an adverse effect on
the quality of accounting and auditing services.
At the Executive Committee’s request, the Peer
Review Committee considered all aspects of the proposal
in depth at its January, February and March meetings. In
a letter recounting these deliberations PRC Chairman
Morris I. Hollander reported the committee’s serious
reservations about the probable impact of such a program.
The PRC was particularly concerned that providing
such reports to reviewers could impair their objectivity
towards the firm to be reviewed, “clouding the independent
mental attitude that is a vital characteristic of a reviewer.”
It would also introduce a bias in the selection of engage
ments to be reviewed, impeding the selection of a truly
representative sample of the firm’s accounting and auditing
practice. The inclusion of such engagements could also
expand the scope of affected reviews, thereby increasing

their cost. In addition, it could negate the PRC’s established
policy that a peer review is not a “witch hunt,” thus
impairing the program’s credibility, acceptance and
effectiveness.
Another factor was that focusing on such engage
ments would in effect introduce into the peer review
process a consideration of the business aspects of a firm’s
practice. This would be inconsistent with the objectives of
peer reviews as defined by Council. The reviewer, Mr.
Hollander pointed out, has no authority to delve into the
fees that a firm billed for any engagement.
The PRC has recently revised the reviewers’ criteria
for selecting engagements to be reviewed in order to place
added emphasis on initial engagements. The training
courses and instructions to reviewers are giving additional
weight to all the quality control aspects of initial engage
ments, including the adequacy of time expended,
competency of the personnel assigned, familiarity with the
industry, and any particular auditing or reporting aspects.
In the PRC’s judgment these steps arc responsive to the
substance of the Special Committee’s recommendation.
They should focus reviewers’ attention on situations that
might raise questions about a firm’s inability to conduct its
practice in compliance with professional standards. And
they would accomplish this without disrupting the basic
objectives and integrity of the peer review process.
The SEC Practice Section’s Peer Review Committee
has reached a similar conclusion.
□
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